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SUMMARY

A regularly scheduled meeting to the Client Advisory Committee (CAC) was held on July
8, 1998.  Following are summaries of the main topics of discussion.

CalSTRS staff provided a status update on the many retirement-related bills potentially
impacting CalSTRS’ membership.  Jennifer DuCray-Morrill discussed budget matters,
including the status of Elder Full Funding.  Specifically, AB 2804 (PER&SS) relates to the
appropriation of the Funds for the payment of any benefit increases and other educational
objectives.  The Senate Budget Subcommitee recommended Budget Bill language that the
System conduct a valuation as of June 30, 1998, to determine its’ full-funding status.  (That
language subsequently was included in the Budget Bill that went to the Governor.)
Specific benefit increase legislation is currently under negotiation with the Administration.

In addition, Jennifer provided an update on the Congressional hearings related to
mandatory Social Security for teachers.  The Advisory Committee was informed that a
strong grass roots effort was needed by members, active and retired alike, to thwart the
momentum in Washington D.C. to mandate this coverage.  A number of members
requested copies of the CalSTRS issue paper on Social Security offsets, written by
CalSTRS’ Kathy Bosler, which is attached.

On other matters, CalSTRS staff discussed various reporting issues, including the reporting
to CalSTRS of adult education hours by the Los Angeles Unified School District and the
extent to which employers follow a standard for reporting.  This may be discussed in the
future as necessary.
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SOCIAL SECURITY

THE GOVERNMENT PENSION OFFSET
AND

THE WINDFALL ELIMINATION PROVISION

• The Windfall Elimination Provision and the Government Pension Offset affect
government employees and retirees in virtually every state.  However, these
provisions severely impact employees in Alaska, California, Colorado,
Connecticut, Illinois, Kentucky, Louisiana, Maine, Massachusetts, Missouri,
Nevada, Ohio, Rhode Island, and Texas.

• A majority of the seven million federal, state, and local government
employees currently working in noncovered employment will be subject to
the Windfall Elimination Provision or the Government Pension Offset, or in
some cases, to both.

• Nationwide, more than a third of all teachers are not covered under Social
Security.  A majority of these teachers will be subject to either the Windfall
Elimination Provision or the Government Pension Offset, or in some cases, to
both.

• The National Association of Retired Federal Employees (NARFE) conducted a
survey of their members in December of 1997.  The results indicated there
were 270,975 beneficiaries affected by the Government Pension Offset, and
356,119 affected by the Windfall Elimination Provision, -- a total of 627,094
receiving reduced benefits, or having their benefit eliminated altogether.

Background

When Social Security was originally established in 1935, government employees
were excluded because of the constitutional question of levying the employer
portion of the tax on governmental agencies.  Subsequently, federal law was
amended several times allowing more public employees to be covered.  In some
cases, it was an all-or-nothing choice; in others, the choice was voluntary for
current employees but mandatory for all future employees.  As of November 4,
1996, the U.S. House of Representatives Green Book stated there were 1.5 million
noncovered federal employees and 5.5 million noncovered state and local
government employees.
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Legislation was passed in 1977, effective in 1982, establishing the Government
Pension Offset (GPO).  This provision reduces Social Security benefits for
spouses or surviving spouses if they are receiving a pension based on noncovered
employment (Social Security taxes not paid on earnings).

Legislation was passed in 1983, effective January 1, 1986, establishing the
Windfall Elimination Provision (WEP).  This provision reduces Social Security
benefits through an alternative calculation for individuals who qualify for both a
Social Security benefit based on their own covered employment and a pension
based on noncovered employment.

The application of these provisions can have a severe impact on the financial
security of retirees who have spent some portion of their working lives serving
the public: teachers, police officers, fire fighters, Social Security's own employees,
Congressional staff, and many other federal, state, and local government
workers.

Simply stated, if a person's own Social Security is reduced, it’s WEP; if the benefit
being reduced is based on a husband or wife's Social Security benefit, it’s GPO.
Both of these provisions will be discussed.

The Windfall Elimination Provision (WEP)

Social Security provides the following rationale for this provision:

Social Security benefits replace a percentage of a worker’s
pre-retirement earnings.  The formula used to compute
benefits includes factors that ensure lower-paid workers
get a higher return than highly paid workers.  For
example, lower-paid workers could get a Social Security
benefit that equals up to 60 percent of their pre-retirement
earnings.  The average replacement rate for highly paid
workers is about 25 percent.

Published information from Social Security states that prior to the enactment of
this provision in 1983, benefits for people who spent time in jobs not covered by
Social Security were computed as if there were long-term, low-wage workers.
"They received the advantage of a higher percentage of benefits in addition to
their other pension."  See Attachment I for the Social Security publication on this
topic.
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The following example, explains how the Windfall Elimination Provision reduces
benefits:

Benefit Recipient - Born in 1932
Average Indexed Monthly Earnings $712 *

COVERED EMPLOYMENT
REGULAR FORMULA

90% of first $422 =    $379
32% of next $2,544 ($290) =        93
15% of any remainder over $2,544 +          0
Regular Formula: $ 472

NON - COVERED EMPLOYMENT
WINDFALL ELIMINATION PROVISION (WEP)

40% of first $422  =    $168
32% of next $2,544 ($290) =        93
15% of any remainder over $2,544 +          0
Under WEP: $261
* 35 years average adjusted for inflation

As indicated in the above example, the regular Social Security formula multiplies
the first level of earnings by 90 percent.  Even a minimal government pension
reduces the multiplier to 40 percent.

The logic used to enact this provision assumed that government workers in
noncovered employment had spent the majority of their careers in their
government jobs.  The employment histories of individuals subject to this
provision are as unique as their DNA.  Many came to their government jobs after
a considerable number of years working and paying Social Security taxes in the
private sector.

Consider the following direct excerpts from letters written by teachers:

I contributed to Social Security for 26 years as did my
employers, and was hoping to retire at 65 years of age in
January of 1998, but I was shocked to discover my Social
Security would be cut to only $366 per month because I
taught school for the last 7 years and I will receive a
teacher’s pension of $550 per month.  Who can live on this
amount?

When I retired I was told by Social Security that Congress
had voted to wipe out my (wife’s) portion under my
husband’s account, dollar for dollar, and I would receive
nothing from that source.  I was also told that a
congressional vote reduced my munificent Social Security
account (that I had earned by my own labor) from $420 to
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$168 per month.  Why?  Because I would receive a
retirement allowance of $670 per month from the
California Teachers’ Retirement Fund.  I thought of
teaching as a noble profession and took a $10,000 cut in
salary in order to teach.

The individuals in the above examples paid into Social Security prior to the
enactment of WEP and were not aware of the reduction created by WEP. When
they requested an estimate from Social Security, they were provided with
standardized estimates that did not take WEP into consideration.  Neither of
them knew their Social Security benefits would be reduced when they entered the
teaching profession.

Since each work history is different, WEP creates an inequity not only between
those subject to WEP, but also an inequity between Americans.  Neighbors, both
having paid into Social Security for 15 years on precisely the same earnings will
not be treated equally if one of them is receiving even a minimal pension based
on work not covered by Social Security.

Consider the irony of dedicated teachers, purportedly valued by our society,
having the Social Security benefits they paid for and expected to receive reduced
because of their careers in education.

H.R. 2549, introduced by Representative Barney Frank (D-MA), would change
WEP to apply only to individuals whose combined monthly income from Social
Security and their government pension exceeds $2,000.  For individuals with
benefits between $2,000 and $3,000 per month, the provision would apply on a
graduated scale.  For those receiving more than $3,000, the WEP formula would
apply as it currently exits.

The Government Pension Offset (GPO)

Social Security provides the following rationale for this provision:

Social Security spouse's benefits provide income to wives
and husbands who have little or no Social Security
benefits of their own.  From the beginning of the Social
Security program, spouse's benefits were intended for
women and men who were financially dependent on
their husbands or wives who worked at jobs covered by
Social Security.
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The original federal legislation enacted in 1977, required a dollar-for-dollar
reduction in Social Security benefits for spouses or surviving spouses who
received a pension from a federal, state, or local retirement system.  In 1983, the
formula was modified to allow for a reduction of two-thirds of the government
pension, as the following example illustrates:

Without the Government Pension Offset

• Covered private sector spouse age 65 receives $1,000 per month from Social
Security.

• His non-working spouse also age 65 receives $500 on his account (50% of $1,000).

With the Government Pension Offset

• However, if the noncovered spouse is receiving a government pension, the
following formula applies:

$1,200 - Per month Government Pension

x  2/3

$   800 - To be offset

$   500 - Spouse's Social Security

-    800 - STRS Pension to be offset

$       0 - Payable in Social Security Spouse Benefits

Social Security's published information states that "before the offset provisions
were enacted, many government employees qualified for a pension from their
agency and for a spouse's benefit from Social Security, even though they were not
dependent on their husband or wife."  See Attachment II for the Social Security
publication.  This publication also contains an explanation of how benefits are
calculated if both husband and wife are covered under Social Security.

Social Security's logic was that a person who worked in a government job long
enough to become entitled to a government pension was not completely
dependent on the worker.  This assumption is problematic because in many state
and local systems, a worker is vested and eligible to receive a pension after
completing only five years of service.  Hence, the government employee receives
a minimal pension from his or her own employment and also suffers the spousal
reduction.

The application of the Government Pension Offset results in the spousal benefit
being entirely eliminated in the majority of cases even though the Social Security
covered spouse paid taxes for his or her entire working career.  Again, those who
serve the public receive unfair and unequal treatment.
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The result of the Government Pension Offset is sometimes more egregious than
the application of the Windfall Elimination Provision as the following real life
examples illustrate:

Consider the case of a school employee who spent 20 full time years
working for a city school system in Ohio.  When she retired, she
found that her modest government pension of $490 per month
would be offset against her deceased husband's Social Security
benefits, leaving her with a spousal benefit of $95 per month. Her
total income is only $155 a month more than if she had stayed at
home all of those 20 years - about $7.75 a month for each year she
worked!

A newspaperman who paid into Social Security for 60 years was
receiving the highest benefit possible from Social Security ($900 per
month) when he died of Alzheimer's disease in 1993.  His spouse
receives a little more than $200 per month from Social Security in
widow's benefits because of the GPO.  She has a modest pension
from an intermittent career as a staff assistant on Capitol Hill.

Consider the case of a widow entitled to a government pension and Social
Security on both her own earnings and her deceased husband’s earnings.  Her
case is the antithesis of “double dipping”; this widow suffers from “double

The Government Pension Offset and 
the Windfall Elimination Provision

• Widow’s benefits effective January 1998 = $991
• Widow’s government pension  = $656
• Widow’s own social security = $134

$991 - Widow’s Benefit

   - 134 - Reduced by own Social Security
$857 - Total Widow’s Benefit

   - 438 - Reduced by 2/3 of Government Pension
$419 - Total Widow’s Benefit
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The current GPO law creates an inequity in distribution of Social Security
benefits.  The standard for this narrow class of individuals, retired public
employees who are the spouses or surviving spouses of retirees who were
covered by Social Security, is inconsistent with the overall provisions of the Social
Security Act.

H.R. 2273, introduced by Representative William Jefferson (D-LA) in July of 1997,
would partially repeal GPO so that those receiving government pensions would
be entitled to a larger portion of their spouse's Social Security benefit.  Retirees
could keep up to $1,200 a month in combined benefits, and the full amount by
which the combined government pension and Social Security spousal benefit
exceeds $1,200 would be applied as an offset to the Social Security benefit.

S. 1365, introduced by Senator Barbara Mikulski (D-Md) on November 4, 1997,
also provides for retirees keeping up to $1,200 per month in combined benefits,
but under Senator Mikulski’s bill, the reduction in Social Security spousal
benefits would be limited to two-thirds of the amount by which the combined
monthly benefit exceeds $1,200 (with the $1,200 floor being indexed for inflation).

Summary

• Both WEP and GPO were enacted using the false assumption that government
pensions are the result of substantial careers in public service.  As indicated,
many retirement systems allow a monthly benefit after only five years of
service.

• In the private sector, 97% of the employers who provide pension plans do not
require employee contributions.  Government workers often make substantial
personal contributions to their retirement plans.  California and Colorado
teachers contribute 8.0 percent of their salaries to their retirement plans.
Federal employees under the Civil Service Retirement System have paid 7.0
percent of their entire salary since 1969.  Private sector employees have paid
from 4.2 percent in 1969 to the current 6.2 percent for Social Security.  These
private sector employees receive their employer paid pensions plus full Social
Security benefits.

• Many women were forced to accept entry-level government jobs when they
were divorced or widowed.  Women are more harshly affected by the
Government Pension Offset than men because their work histories are often
briefer or more sporadic.  Additionally, their entry-level jobs resulted in lower
pay and smaller pensions.
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• Many government employees affected by the Windfall Elimination Provision
and the Government Pension Offset don’t realize they will not receive their
expected Social Security benefits until it is too late to remedy the situation.
They are not aware of the reductions and offsets until they apply for Social
Security.  Education on these topics has been sparse, confusing, or
nonexistent.

• The Government Pension Offset and the Windfall Elimination Provision have
the harshest impact on those with modest means.

H.R. 2549 will relieve the most severe inequities created
by the Windfall Elimination Provision - those receiving
minimal pensions from both Social Security and their
government employers.

H.R. 2273 and S. 1365 will relieve the most severe
inequities created by the Government Pension Offset,
again, those receiving minimal government pensions and
little or no benefit as a spouse or widow.

• While there have been many legislative attempts to repeal or partially
eliminate the Government Pension Offset, HR 2549 is the first legislative effort
to address the Windfall Elimination Provision.

NOTE:  The information contained in this article was current as of April 1998
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